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This report was prepared by MRW & Associates. MRW has been working on Community
Choice Aggregation (CCA) issues since they were authorized by the California State
Legislature in 2002. MRW has prepared and critiqued numerous CCA feasibility plans and is
providing rate forecasting and other ongoing support to CCAs throughout the state.

This Study is based on the best information available at the time of its preparation, using
publicly available sources for all assumptions to provide an objective assessment regarding the
prospects of CCA operation in the City. It is important to keep in mind that the findings and
recommendations reflected herein are substantially influenced by current market conditions
within the electric utility industry and state regulations, both of which are subject to sudden and
significant changes.
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Executive Summary

The City of Irvine has extended an invitation to Lake Forest to become a member of the new
Community Choice Aggregation (CCA) program it is spearheading, the Orange County Power
Authority (OCPA).! Other cities which have committed to the OCPA include Fullerton,
Huntington Beach, and Buena Park. Like Lake Forest, they too have the opportunity to
withdraw from the JPA on or before April 1 (originally March 1).

Lake Forest retained MRW & Associates (MRW) to review the technical elements of the OCPA
foundational documents provided to the City. This analysis is provided in the report, “Review
of Orange County Power Authority Foundational Documents and CCA Options for the City for
Lake Forest.” The City also tasked MRW to analyze the feasibility of Lake Forest forming its
own stand-alone CCA rather than joining OCPA. This report addresses that second task.

Main Findings
The general conclusions of this study are as follows:

1. MRW’s analysis finds that a stand-alone Lake Forest only CCA program could be
financially feasible. That is, over the long run the CCA would likely be able to offer its
residents and businesses power that is priced at or a few percent lower than that offered
by Southern California Edison (SCE).

2. The financial margins are the smallest during the first years of operation, due to the
initial investment in startup costs, loan repayments, and SCE rates. In fact, under some
assumption sets—higher than forecast wholesale power prices or lower than forecast
SCE rates—the Lake Forest CCA might not be able to meet SCE’s rates in the first one
to three years.

3. Because of economies of scale, our analysis suggests that the Orange County Power
Authority would likely have slightly lower average costs to serve than a stand-alone
Lake Forest CCA. On the other hand, there is no correlation between the size of the
existing CCAs and the rate discounts that they currently offer. This suggests that other
operational decisions have a larger impact on the rate savings that the CCA’s size.

4. CCA formation is not risk-free. A Lake Forest CCA will be participating in a
competitive power market and subject to evolving state requirements and regulations.
While a rate discount should be achievable in the long run, market prices and SCE rate
volatility could combine to, in some isolated years, occasionally prevent the CCA from
offering lower rates than SCE.

5. Lake Forest has a number of CCA options beyond remaining in OCPA. First, Lake
Forest can withdraw from OPCA now and potentially join it a few years later after
OCPA has demonstrated its viability. Doing so would forgo the opportunity to have a

"' CCA is also called “Community Choice Energy,” or “CCE.”
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these resources, and CCA customers are charged what is determined to be their fair share of the
stranded costs through the PCIA. Bundled customers also pay the PCIA, which is embedded
into their commodity portion of their total rate.

The PCIA is not paid directly by the CCA, but by the individual customers taking CCA service.
Thus, it does not appear explicitly on the CCA’s books, however it must be accounted for in any
CCA cost analysis. While both CCA customers and customers that choose to remain in SCE
bundled service pay this fee, it appears as a separate line item for CCA customers and is
embedded in the energy generation costs of SCE bundled customers.

To forecast the PCIA, this study used the formula and approach dictated by the Alternative
Proposed Decision of Assigned Commissioner Carla Peterman in Commission Rulemaking 17-
06-026, which was approved by the Commission on October 11, 2018. In addition, the market
price and SCE portfolio assumptions used in the PCIA calculations are consistent with those
used to forecast SCE’s generation rates.

This study forecasts the PCIA charge by directly modeling expected changes to PCIA-eligible
resources and to the market-based price benchmark. Based on our modelling, we expect the
PCIA to remain close to 2¢ per kWh through 2023. After 2023, the PCIA is forecast to decrease
markedly to about 1.5¢ per kWh and to continue a steady decline through 2032. The decline is
mainly caused by the expiration of many of the costlier renewable power contracts entered into
by SCE, which decreases the total stranded costs. MRW’s forecast of the PCIA charge through
2032 is shown in Figure 11.

Figure 11. Forecast Average PCIA
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Chapter 3. Financial Analysis Results

Costs and benefits are evaluated by comparing total average cost to serve the CCA customer
(cents per kWh or dollar per MWh) (including PCIA) to SCE generation rates. The pro forma
results for the first 10 years of the Lake Forest are summarized in this chapter.

Base Results

The CCA power supply assumes that the Lake Forest simply complies with the State’s
requirements concerning renewable power. It starts in 2023 with 39% of its power being met
using renewable resources and escalates this faction to 64% by 2032. The non-renewable output
is assumed to be met using system power from the CAISO.

Figure 12 shows the forecast of average CCA costs and SCE’s generation rates, assuming that
all customers are served. The bars in the chart show the forecasts of the major cost components
of CCA operation, while the single line shows the forecast of SCE’s generation rate. When the
bars are below the line, the CCA’s average operating costs will be below the SCE generation
rate; meaning that it can offer power to customers at a rate lower than or competitive with SCE.

The bottom-most green segment represents the cost of renewable power to the CCA. The
renewable power costs ramp up with increasing renewable content, as required by SB 100.

The brown segment is for the costs of non-renewable, wholesale market power. This segment
slowly decreases, as renewable power increases.

The light blue segment is for capacity. That is, the CCA must demonstrate that it has the
generating capacity (in megawatts) to ensure that it can serve all its load, even if the
“intermittent” renewable resources are not generating at their optimal rate (e.g., solar on rainy
days). The more intermittent renewables—solar and wind—that are added to the CCA’s
generating mix, the more back-up capacity is needed to ensure reliability.

The gray segment is for debt service, operations, franchise fees and uncollectibles. The loans
associated with the start-up costs are paid down. Once that debt is retired, the operation costs
decrease markedly. Franchise fees are those collected by SCE and paid to the City for the right
to operate the electric monopoly franchise in the city. It is paid as a percent of each customer’s
total bill and is automatically built into SCE’s rates. So that cities remain financially whole
when customers’ power is provided by a CCA, SCE charges CCA customers a “franchise fee
surcharge” known as the Generation Municipal Surcharge.!® Lastly, as with any business, a
certain fraction of the CCA’s bills will not be paid and are treated as “uncollectible.”

The yellow segment is for carbon cap and trade allowances. Note that for practical purposes,
the carbon cap-and-trade allowances would be built into the purchase prices of natural gas-fired
market resources. However, because it is an important variable on its own, the costs are shown
separately.

15 See SCE Tariff Schedule GMS.
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The top-most pink segment is for the Power Charge Indifference Adjustment (PCIA), a fee paid
to SCE to ensure that the operation of the CCA does not strand SCE’s remaining bundled
customers with costs associated with power purchased on behalf of customers who have shifted
to the CCA.

The black line represents SCE’s average generation rate. To forecast SCE’s generation rates, the
comparison model used information regarding SCE’s utility-owned generation, power contracts,
power market costs, and by closely tracking changes in SCE revenues and costs through its
filings in several CPUC proceedings. In particular, it takes the most recent SCE filing of
generation rates and applies the known and anticipated changes to the wholesale power market
prices and SCE’s power purchase contracts.

Figure 12. Average Lake Forest Cost Projection
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CCA costs do not include reserve funding or programs

As shown in Figure 12, the costs of CCA operation are consistently below that of the SCE rate.
This difference between the top of the CCA cost columns and the SCE rate line represents the
operating “margin.” In 2023, this “margin” between the CCA average cost and the SCE rate is
about 0.8¢/kwh, increasing to about 3.2¢/kwh in 2032. Table 7, below, shows the average
margin for different time periods of the analysis.
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Table 7. Projected OCPA Margins*

2023 First 3years First 5years | 2" 5 years 10-Years

(2023-2025)  (2023-2027) | (2028-2032) (2023-2032)
¢/kWh (average) 0.8 1.3 1.6 2.9 2.3

*Without rate savings, reserve contributions or program funding

Note that this does not mean that the CCA can or will fully pass on this margin as rate savings
to its customers. The CCA may do a combination of one or more of three things with this
margin:

e Rate Savings: The CCA can keep its rates as the cost of operations and allow the
margin to flow fully to customers through lower electric rates. (i.e., if the margin is
0.5¢/kWh, then the CCA could offer rates that are 0.5¢/kWh less than SCE while still
covering all its costs).

e Reserves: The CCA can change customers to the same rate as SCE to retain the margin
and build up cash reserves for a rainy day.

e Programs: The CCA can eventually use the margin to fund other energy-related
services, such as providing incentives for customers to purchase an EV, install energy-
efficient home upgrades, install solar PV, etc.

GHG Impacts. For the CCA, GHG savings is achieved when the average GHG emissions from
the set of generation resources used by the CCA is less than the average GHG emissions from
SCE. Unless the CCA procured GHG-free power above and beyond California’s renewable
requirement, SCE’s average GHG emission will be less than the CCAs. This result is caused by
SCE not only meeting the state-requirement minimum renewable content, but also using other
non-renewable but still GHG-free power sources: large hydroelectric dams and nuclear power
from the Palo Verde Nuclear Generating Station, of which SCE is a partial owner. The GHG-
emitting portfolios for Power Supply Scenario 1 and SCE are shown in Table 8.
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Table 8. 2023 CCA (Supply Scenario 1) and 2019 SCE Power Content

Lak
-
Forest

Renewable 39% 35%
Hydro 8%

Nuclear 8%

GHG-Free 39% 51%
Gas 16%
System 61% 33%
TOTAL 100% 100%

Sensitivity to Key Inputs

The results shown in the scenarios above reflect expected market conditions and outcomes with
variations only in the amount and type of renewable generation. However, it is unlikely that the
conditions assumed in these scenarios will occur exactly as assumed. In order to evaluate the
robustness of the analysis, the key variables were identified, and analyses conducted with other
assumptions for those key variables to “stress test” the assumptions. The five sensitivity
scenarios are shown in Table 9.

Table 9. Sensitivity Case Definitions

Sensitivity Case Definition

Base Supply Scenario 1

Higher Renewable Costs Renewable costs 25% higher than Base
Higher PCIA PCIA 33% higher than calculated in Base
Lower SCE Rate SCE rates 10% lower than in Base

Higher Opt-Out 30% opt-out versus 5-10% opt-out in Base
Higher RA Costs RA costs 33% Higher

Figure 13 summarizes the CCA margins resulting from the modeling of the sensitivity cases.
The figure shows the margin in cents per kilowatt-hour between the SCE rate and the average

16$SCE Power Mix from SCE's 2019 Power Content Label Template v2
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cost for the CCA to serve its load, including the PCIA, but without any rate discounts or
contributions to reserves. When the bar is positive, then the CCA’s cost of service is less than
SCE’s generation rates, which means the CCA can offer a rate discount, contribute to reserves,
or fund programs. The figure suggests that during the first year a Lake Forecast CCA’s cost of
service might exceed the SCE generation rate (i.e., not be able to offer any discount) if the
Higher Power Price or Low SCE Generation Rate assumptions came to pass.

Figure 13. Sensitivity Results
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Comparison of Stand-Alone Lake Forest CCA to OCPA

Because a stand-alone Lake Forest CCA would be relatively small while OPCA would be one
of the largest, the question arises, “is significant scall economies to be captured via remaining
with OCPA?” In principle, OCPA would be better positioned than a Lake Forest alone as a
wholesale power buyer, as it could negotiate larger deals and be able to diversify its portfolio
more easily than Lake Forest. Additionally, OCPA would be able to spread common fixed costs
across greater load and thus reduce the average impact on rates of fixed costs.

For the City of Huntington Beach, MRW conducted an analogous financial analysis for the full
OCPA."" That analysis and the one presented here for Lake Forest differed in the assumed load
and customer type, start date, and administrative cost, but used the same underlying power costs
and SCE rates. Thus, by comparing the results of the two analyzes, we can see any potential
scale economy benefits of OCPA relative to Lake Forest.

17 This analysis was conducted for the City of Huntington Beach and can be found at:
https://huntingtonbeach.legistar.com/View.ashx?M=F&ID=9094702&GUID=3503CBC4-
6DB2-445F-81E0-7820DCEF5821
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Table 10 shows some key results of the two analyses. The top portion of the table shows the
average annual costs for OCPA and a Lake Forest CCA while the bottom portion shows the
same costs expressed as an average cents per kilowatt-hour. The table shows that because of
economies of scale, the OCPA would have modestly lower average cost of service than the
much smaller Lake Forest CCA. However, the Lake Forest average SCE generation rate against
which the CCA costs are compared are lower than that of OPCA. This is because of the
customer make-up of the two. Lake Forest’s load is predominantly residential and small
commercial while OCPA’s load has a significant portion of large commercial and industrial
load. SCE’s large commercial and industrial rates are markedly less than its residential and
small commercial rates (see Figure 10. Forecast SCE Average Generation Rates). This means
that the load-weighted average SCE rate associated with OCPA load will be lower than the
load-weighted average load-weighted average SCE rate associated with Lake Forest load.

When all these factors are accounted for, our analysis suggests that OCPA’s margin would be
roughly 0.3¢/kWh higher that that of a Lake Forest CCA.

Table 10. MRW Estimates of Key Metrics (2023-2027)

OCPA Lake

Forest

Annual Load GWhs 4,500 460

Average Annual Costs (Smillions)

Start-up (including working capital) S64 S6
Debt Service on startup loan $14.2 $1.7
Admin Cost $10.0 $2.5
Power Cost $220 $23
Annual Cost of Service* $242 $27

Average Cost, ¢/kWh

Debt Service on startup loan 0.3 0.4
Admin Cost 0.2 0.5
Power Cost 4.9 5.0
Annual Cost of Service* 5.4 5.9
Avg. SCE Generation Rate, c/kWh 8.9 9.1
Avg. SCE PCIA, c/kWh 1.6 1.6
Avg. margin, CCA — SCE, c/kWh** 1.9 1.6

*Does not include contributions to financial reserves or programs.
**Includes PCIA and reflects different weighted average SCE generation rates
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A second, empirical way of looking at scale economies of California CCAs is to compare the
rate savings offered by CCAs against their size. If there are marked economies of scale, one
would expect to see a correlation between size are rate savings: the bigger the CCA, the lower
the costs due to economies of scale and thus the greater the rate savings.

To test this hypothesis, we compared the reported residential rate savings of active CCAs
relative to their incumbent utility’s the default rates. For the CCAs, we used their lowest cost
offering, so as not to skew the results by comparing 100% green CCA products against standard
utility ones. This analysis is shown in Figure 14, with the rate savings shown on the vertical axis
against the CCA size on the horizontal axis. As the figure shows, there is no correlation
between CCA size and rate savings.

Figure 14. Residential Bill Savins Versus CCA size
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Because of the simplicity of this analysis, one should not necessarily assume that there are no
economies of scale, as the CCAs faces different utility rates, amount of time in operation, and
internal goals. For example, the two CCAs with negative savings. i.e., whose rates are higher
than their incumbent utilities, both explicitly emphasis environmental and local benefits over
rate savings. Still, if there were strong economies of scale one would have expected to see some
kind of size-rate correlation, which this data set does not.
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CCA Options Available to Lake Forest18

Lake Forest’s three primary options for community choice aggregation (CCA) are: joining the
Orange County Power Authority (OCPA); forming a stand-alone Lake-Forest only enterprise-
based CCA; or forming a Lake Forest CCA and joining the CalChoice Energy Authority. The
primary benefits of either of the Lake Forest-only CCA options are more local control over
procurement practices and budgets and services better tailored to Lake Forest. The primary
benefits of joining with OCPA are foregoing the need to provide upfront financing for the
CCA’s startup process, less potential financial exposure to the City as the JPA will be a
financially distinct entity, economies of scale which can translate into lower average operating
costs and reduced administrative burdens.

Both the city enterprise model and the JPA create entities that are independent of the City’s
finances and offer protections to the city’s general fund. The JPA model’s independence is
demonstrated by a number of CCAs'? getting investment grade credit ratings independent of
their member cities and counties. Still, no CCA has experienced serious financial difficulties, so
how much a CCA could financially lean on its constituent members has never been tested.

Forming a Single City Agency

In a sole jurisdiction approach, the City maintains full flexibility—and responsibility—for
developing policies and procedures. This means that they can be specifically tailored to and
responsive to the City’s stakeholders and constituents and based upon their own objectives. The
City would be responsible for setting policy priorities in general and making specific decisions
about power generation, staffing policies, local economic development activities and strategies,
formulation of financial and debt policies, and development of customer-focused programs,
such as those promoting energy efficiency, electric vehicles (EV), and distributed generation
(e.g., rooftop solar PV). Along with greater autonomy, the City would assume all risk, liability,
and costs associated with operating the CCA. In this case, the likely path would be for the City
to establish the CCA as an enterprise, and work with appropriate legal counsel to explore
options for controls and structural safeguards to financially insulate the CCA and minimize risk
to the City’s general fund.

Enterprises are commonly used for public utilities such as electric, water and wastewater, or
other city functions where a public service is operated and provided in a manner similar to a
separate business enterprise. Fees and charges are collected for services provided and
accounting and budgeting are separate from a city’s general fund. Establishing an enterprise
provides management and CCA customers with visibility and accountability, and the ability to
more easily separate and measure performance, analyze the impact of management decisions,

18 This chapter is generally duplicative of the analogous chapter in MRW’s report,” “Review of Orange County
Power Authority Foundational Documents and CCA Options for the City for Lake Forest.” However, additional
materials are added at the end.

19 E.g., Marin Clean Energy (Fitch “BBB+), Central Coast Community Energy (S&P “A”), Peninsula Clean
Energy (Moody’s “Baa2”)
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determine the cost of providing electric service, and use this information to develop electric
rates and services. Enterprise accounting would allow the City to demonstrate to customers, the
public, and other stakeholders that the cost of power is being recovered through its rates, and
not being subsidized or comingled with other City funds or functions.

Within the city-only option, the Lake Forest CCA would have to determine if it is to be a fully
in-house operation with existing or added City staff, or if the City would outsource some of or
all of the activities, with the City only administering contracts and managing vendors. Examples
of some of the categories of operating activities that would need to be performed in-house or
outsourced:

o Power procurement and operations

o Finance, budgeting, and accounting

. Coordinating with SCE on billing

o Customer service

° Communications, outreach, and public relations

. Customer service programs (EE, EV, or rooftop solar PV)

. Regulatory monitoring and compliance (e.g., CPUC filings)

The likely best short-term option would be to outsource the highly technical functions and
maintain some of the management, planning, and other public-facing functions, like
communications, in-house. The range of options depends upon the degree of operating control
the City wishes to maintain, the costs associated with maintaining those functions, and the
degree of risk it is willing to accept on its own, or delegate to third-party providers to assume
these responsibilities.

If the Lake Forest CCA were to pursue additional services, it would require at least one or two
managers, supported by analyst professionals, some of whom could be shared with other Lake
Forest departments.

Joining a Joint Powers Agency (generically)

The second option would be the formation of a JPA, where the JPA is an independent agency
that operates on behalf of the public agencies which are party to its creation. In this approach,
the City effectively shares responsibility with the other agencies participating in the JPA. The
divisions of these responsibilities and the sharing of decision-making authority would be
determined at the time the JPA is created. Other critical ‘ground rules’ are negotiated and
memorialized, such as financial and possibly staffing commitments of each participating
agency, and the composition of the board and voting procedures.

The JPA structure reduces the risks of implementing a CCA program for the City by completely
separating its books from the financial assets and liabilities of the City and the other
participating agencies, and distributing the risks and costs associated with the CCA among the
participating entities. It could also provide the benefits of scale and economy for certain aspects
of CCA operation, such as power procurement or back office billing and accounting functions.
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Key tradeoffs to the benefits of a JPA are that decision making is allocated amongst the parties
and management independence is diminished. Objectives of participating agencies will likely
differ, and reduced autonomy can manifest when setting priorities for local generation,
economic development activities, and importance of support programs.

Joining CalChoice Energy Authority

CalChoice Energy Authority (CCEA) is described as a “hybrid” JPA, where the JPA provides
requested services to its member CCAs but does not control any of its general policies or
programs.?’ More specifically, CCEA provides to its members, as desired:

e Power, including contract procurement, portfolio management, load forecasting and
scheduling, and complying with and demonstrating procurement-related regulatory
requirements (e.g., resource adequacy, renewables, etc.).

e Regulatory and compliance support, including preparing and filing compliance reports to
the California Public Utilities Commission, the California Energy Commission, and the
California Independent System Operator; and general regulatory advocacy.

¢ Billing and data management, including interface with SCE and call center operations.

e Treasury, including CAISO invoice validation, rate design development, and risk
management.

Thus, CCEA is effectively a non-profit outsource for all of the detailed activities of a CCA.
This is a good match for smaller cities who are interested in local control of the CCA but not
interested in bringing in-house the day-to-day management needed to operate a CCA.

CCEA members that are providing power are: Lancaster Choice Energy, San Jacinto Power,
Pico Rivera Innovative Municipal energy, Rancho Mirage Energy Authority, and Apple Valley
Choice Energy, Baldwin Park Resident Owned Utility District and Pomona Choice Energy. The
cities of Commerce, Palmdale and Santa Barbara are members but have yet to begin service.

All of the city-only CCAs in SCE’s territory are CCEA members. This makes sense, in that they

are all small. Only one, Lancaster Choice Energy, serves more load than would be served by a
Lake Forest CCA.

Were it to join CCEA, Lake Forest would be responsible for setting policies, setting rates,
marketing and customer outreach, and the implementation of any desired local programs. It
would also still have to provide any start-up loans and any collateral or loan guarantees needed
to acquire financing.

The CCEA Board of Directors is the Lancaster City Council. The actual services provided by
CCEA are via contractors and consultants supervised by City of Lancaster personnel (e.g.,
Lancaster City Manager, Lancaster Choice Energy’s Executive Director.) Thus, CCEA’s
administrative simplicity (the city not having to acquire expertise or expert contractors) is a
traded off against the fact that Lake Forest would have to accept the contractors and service

20 See, https://californiachoiceenergyauthority.com/
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providers selected by CCEA. The bottom line is that CCEA is by design more of a client-Lake
Forest would remain fully in control of the power that the JPA purchased on its behalf as well
as which services the JPA provides to the City.

Comparison of Lake Forest Options

The table below qualitatively compares Lake Forest’s three CCA options against remaining
with SCE. First, MRW cannot project any meaningful difference in rate or GHG savings
between the three CCA options. The stand-alone and CCEA options offer greater flexibility and
control, but at the price of higher start-up costs, greater staff effort, and higher financial risk.
Lastly, remaining with OPCA is the quickest option, allowing CCA formation at least one year
sooner than the other two options.

Table 11. Comparison of Lake Forest CCA Options

Use CCEA Stand-alone  Stay with SCE

Criterion
JPA Enterprise
Comparable/  Comparable/  Comparable/
Rates modestly modestly modestly Base
lower lower* lower*
GHG Reduction Potential Some Some Some Base
Over Forecast Period
Local Some Greater Greatest None
Control/Governance
Local Economic Benefits Some Greater Greatest Minimal
Start Up Costs/Cost to None Some Greatest None
Join
Level of Effort Minimal Some Greatest None
Timing (earliest) 2022 2023 2023 N/A

*To be verified by MRW’s Lake Forest only CCA financial analysis.

Figure 15 shows a flowchart of the possible CCA options for Lake Forest. If the City wants
CCA service quickly—as soon as 2022, then joining OCPA is its only option. However, if the
City is willing to wait a year or two, the stand-alone options open up, as well as potentially
joining OCPA as an Additional Member.
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Figure 15. Available CCA Paths for Lake Forest
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Appendix: CCA Regulatory Procurement Requirements

California places a number of important power-procurement requirements on all “load serving
entities” (LSEs) in California (e.g., utilities like SCE and CCAs). These requirements apply to
all LSEs and thus can limit the options that a CCA can pursue to lower costs or implement
lower-GHG emitting power portfolios.

Renewable Energy. One of these requirements is the renewable portfolio standard (RPS). This
requirement has been in place since 2002 with passage of Senate Bill (SB) 1078, which set a
requirement that 20% of retail electricity sales be served by renewable resources by 2017. Since
then, the RPS requirement has been accelerated and expanded by subsequent legislation, most
recently by SB 100 passed in 2018. SB 100 requires all LSEs to procure 50% of their power
from renewable resources by 2026 and 60% by 2030.2! SB 100 also sets a state-wide policy
goal of having 100% of the electric power met by renewable or carbon-free resources (e.g.,
large hydroelectric dams) by 2045.

This means that SCE is subject to the same renewable resource mandates under SB 100 as Lake
Forest will be. Unless Lake Forest makes an explicit decision to exceed the state requirements,
it would be offering no incremental renewable “benefits” to the City. This is why many existing
CCAs’ goals are often to accelerate the implementation of green power above and beyond the
state’s mandates and goals.

Energy Storage. Assembly Bill (AB) 251 requires LSEs to procure energy storage capacity.
The storage mandate was implemented by the California Public Utility Commission (CPUC)
through a requirement that CCAs procure energy storage equal to one percent of their forecasted
2020 peak load. CCAs must demonstrate progress towards meeting this target in biennial advice
letter filings and must have the energy storage capacity in place by 2024. Some energy storage
technologies, especially lithium-ion batteries, have fallen steeply in cost in recent years, though
they are still relatively expensive compared to supply resources and demand response. Battery
costs are expected to continue to fall, suggesting there is a benefit to deferring procurement
until required by the mandate.

Resource Adequacy. Since 2006, all LSEs, including CCAs, that are participants in the CAISO
balancing area and under the jurisdiction of the CPUC are responsible for complying with
Resource Adequacy (RA) obligations required under Assembly Bill 380 (codified as Section
380 of the Public Utilities Code and implemented by CPUC rulemaking). There are three
components to the RA compliance program:

1) System capacity requirements to meet expected peak loads in the entire CAISO
balancing area.

2 In practice, the utility code establishes multi-year compliance periods ending in 2020, 2024, 2027 and 2030, with
the average renewable energy supply as a percentage of retail sales for each compliance period required to be 33%,
44% 52% and 60%, respectively.
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2) Local capacity requirements to meet contingency needs in locally constrained areas; and

3) Flexible capacity requirements to meet the largest continuous three-hour ramp in each
month.

Specifically, to meet the System RA requirement, load serving entities must contract for 115%
of their projected monthly peak demand as determined by the CPUC in consultation with the
California Energy Commission (CEC) load forecasts. The peak demand forecasts are based on a
1-in-2 (average) weather year. Year-ahead filings must show that the LSE has contracted for
90% of the projected System RA requirement in summer months (May-September). The
forecasts must be updated on a month-ahead basis and show that 100% of the requirement has
been contracted.

The Local RA requirement must be met by LSEs with customers in 10 local reliability areas
identified by the CAISO. The Local RA requirement is based on the CAISO’s assessment of the
generation needed in the local area. Beginning with the 2020 compliance year,?? the Local RA
requirements are set three years ahead and updated each year.?’

On June 11, 2020, the CPUC adopted a framework (D. 20-06-002) that designated a central
buyer for the procurement of multi-year Local RA in the SCE and SCE distribution areas,
beginning in 2021. Currently, both SCE and SCE serve as central procurement entities for their
distribution service areas and have begun procuring Local RA for the 2023 compliance year.
Therefore, SCE would act as the Local RA procurer for any future CCA that served Lake
Forest.

The CAISO also determines the required Flexible RA needs operating criteria. Currently there
are three flexible capacity categories with varying must-offer obligations, energy limits and
number of starts, with associated requirements for how much of each category may be used to
meet the LSE’s obligation. LSEs must demonstrate the purchase of 90% of their flexible RA
requirement in their annual RA filing, and 100% of the requirement in their monthly RA
filings.>*

There is a bilateral market for RA capacity, with standardized products for each type of RA
capacity.

Integrated Resource Planning (IRP). In addition to its role as the authority for implementing
the state’s RA program, the CPUC also has an active rulemaking to “Develop an Electricity
Integrated Resource Planning Framework and to Coordinate and Refine Long-Term
Procurement Planning Requirements” (R. 16-02-007). This program requires each California
LSE to file a procurement plan that demonstrates that it is contributing its pro rata share to

22 The “compliance year” is the year in which the RA resources are used to meet the LSE’s RA requirements for
that year. For example, an LSE must demonstrate in 2019 that it has adequate RA capacity under contract for the
2020 RA compliance year.

23 Note that Local RA capacity is a substitute for System RA capacity. However, the converse is not always true,
meaning that System RA capacity might not help an LSE meet its Local RA requirements.

24 Flexible RA can substitute for System RA and possibly for Local RA but the converse is not always true: System
and Local RA resources might not help an LSE meet its Flexible RA obligations.
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meeting the State’s GHG reduction goals while maintaining sufficient generating and storage
capacity to maintain a reliable power grid.

On November 11, 2019, the CPUC issue a decision (D.19-11-016) that addressed the potential
for system resource adequacy shortages in SCE’s area due to the impending retirement of 3,750
MW of once-through cooled (OTC) generation by December 31, 2020 as well as the risk of
additional non-OTC retirements. The decision recommended that the State Water Resources
Control Board extend OTC compliance deadlines for the impacted power plants and required
additional procurement of 3,300 MW of system-level RA capacity by all LSEs serving load
within the CAISO balancing area. Because this analysis assumes that Lake Forest begins service
in 2023, it will not need to take any special action to comply with these directives.
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